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Preface

The traditional approach of instrument-specific investing is seductive and convenient. However, it is fraught with serious 
risks and ine!cient. To solve it, at dezerv, we have developed an Integrated Portfolio Approach (IPA). IPA's are scientifically 
designed multi-asset, multi-instrument, and multi-geography portfolios, that deliver superior returns with controlled 
downside without sacrificing the convenience of investing. 

Limitations of ad-hoc investing
Post demonetisation, investments in financial assets gained significant traction. And most of these investments have been 
ad-hoc and instrument-specific without following the scientific process of portfolio creation. And expectedly, the result 
has turned out to be poor. 

Let's use mutual funds data to build further on it as no credible data is available for other instruments. 

Not all instruments work
Over the last five years, large-cap funds have underperformed the index by 7.48%, leading to underperformance of
INR 12.78 Billion. Similarly, in the mid and small-cap segment underperformance, was 5.41%, implying a loss of
INR 8.91 Billion due to the underperformance. This trend continued in the second half of 2020; the index outperformed 
all the large-cap funds and 53.06% of mid and small-cap funds. (Exhibit 1). Now, it leaves the investors with too many 
questions to answer.

IPA: the only solution that you need
IPA's o"ers solutions in an easy, engaging, transparent, and cost-e"ective way via a digital platform using award-winning 
academic research and technological advancements. These solutions enable investors to have multi-asset, 
multi-instrument, and multi-geography portfolios. 

The IPA strategy blends aspects of Modern Portfolio Theory and the Black-Litterman model with behavioural finance 
aspects. The interaction of various instruments drives the portfolios' superiority. Thus, while the average a#uent individual 
investor is likely to be a"ected by heuristics and behavioural biases (refer to Exhibit xx), IPA's robust investment framework 
makes the process more rational.
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What should be my Asset allocation?

Which are the suitable instruments?

What if my savings are not enough?

Are my investments aligned with the changing 
environment?

What if inflation is higher than the portfolio returns?

Am I optimising the tax on my gains?

What is the ideal extent of diversification?
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Too many decisions

There are more than 8000 MF schemes and plans.

FD returns are lower than inflation.

80% of the large-cap MF schemes have 
underperformed the benchmark.
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Along with the above steps, a robust reporting framework is set up to build a solid trust-based relationship with clients to 
ensure utmost transparency (refer reporting).

Framework:
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Listing the universe of available assets and performing utility analysis. 

Asset class utility

The next step is portfolio construction, and here the focus is on two 
complementary strategies: Alpha and Beta.

Portfolio Construction

The modern portfolio theory and the Black-Litterman model optimise returns 
per unit of risk.  

Risk-return optimisations

An annual rebalancing mechanism with threshold bands is adopted to ensure 
that the allocation is appropriate to di"erent market cycles.   

Rebalancing and monitoring

This step is essential to develop the investor's risk profile and capture 
behavioural biases for each risk profile. 

Understanding the risk appetite: 



The fundamental attributes of IPAs are - the power of compounding, risk management, transparency, and a 
process-driven approach. Synchronisation of these blocks creates an investment framework that instills a disciplined, 
long-term investing strategy. An exhaustive risk management process minimises various noises that may impact 
portfolio returns and enables investors to stay the course. The strategy also empowers investors through informational 
access to portfolio drawdowns to equip them for handling volatility.

Introduction: Investment philosophy
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Integrated portfolio strategy: Breaking down the process

At each step of the investment process, a robust process-driven approach is adopted. Our unique integrated portfolio 
methodology helps choose a well-diversified set of instruments that deliver superior risk-adjusted portfolio returns.

Portfolio Construction 

Risk profiling :

Rebalancing & Monitoring

Periodic realigning of capital 
allocation

Maintaining risk parameters 
within pre-defined limits

Ensuring cost and tax 
e!ciency of the portfolio

Diversification at multiple 
levels 

Risk mitigation through 
prudent allocation

Weight-assignment among 
the finally selected securities

Instrument Selection

An Alpha or Beta strategy 
is selected based on the 
investors' profile.

Cost-benefit analysis of 
active management v/s 
Index-based passive 
strategies

Asset Allocation
Risk profile-based asset 
allocation.

Analysis of returns, volatility, and 
drawdowns by asset class.

Enhancement of the asset 
selection model using expected 
returns.

Quantification of financial 
objectives.

Understanding investors' risk 
capacity and tolerance.

Alignment with the appropriate 
risk profile to suit financial 
objectives.



Risk
Profiling



Ascertaining the 
risk-taking ability of the 
investor based on an 
individual's financial 
status.

All major regulatory bodies worldwide have made investors' risk-profiling mandatory for investment advisors. Over the 
years, there have been numerous research projects on the subject and investors' risk profile is designed using 
psychological and emotional parameters. In essence, the following three parameters are integral in risk profiling.

Risk Profile

Introduction to Risk Profiling

As per a report by the CFA Institute Research Foundation, risk appetite depends on the objective financial circumstances 
of an investor, which can be quantified in terms of income, expenses, assets, and liabilities. Moreover, as the risk appetite 
is quantifiable, it is less susceptible to emotional or psychological noises.
On the other hand, risk tolerance is complex as it includes behavioural traits exhibited by the investor, especially during the 
formative years of investing. Furthermore, it is interesting to note that risk tolerance is also a"ected by the behaviour of the 
influencers in the family or social circle.

The risk profiling process utilises both risk appetite and risk tolerance, which is subsequently matched to the risk required 
to accomplish the financial objectives.
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Financial goals

Determination of the 
investor's risk to achieve 
the financial goals within 
the investment horizon.

Financial Situation Investing experience

Assessment of the 
past risk tolerance 
level to varying market 
cycles.

Financial Goals

Quantified Objectives,
Investment Horizon, Required
Liquidity, Contingency
planning

Financial Situation

Income & Expenses, Assets 
& liabilities, Tax rates

Investing Experience

Formative years of 
experience, genetic 
predisposition & influencers 

Risk Required Risk Appetite Risk Tolerance 



The Behavioural Investor Types Model (BIT) by Mr. Joachim Klement provides a deeper insight into the psychological 
aspects of the various risk profiles. The BIT model, coupled with our deep wealth management expertise, led to the 
formation of three distinct risk profiles that investors exhibit: conservative, balanced, and aggressive. 

The above framework provides a strong foundation in designing investment solutions for investors. The next step is to 
devise a customised investment process to minimise behavioural noises and enable investors to walk through a 
rationalised decision-making process and achieve their financial objectives.

Conservative Risk Profile

Risk Tolerance

Attributes

Balanced Risk Profile

Biases

MediumVery Low to Low

Primarily Emotional Primarily Cognitive Primarily Emotional

Aggressive Risk Profile

High to Very High

Relating Risk Profiles to Investor Behavior
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Financial security and 
wealth preservation is of 

paramount importance

Loss aversion and 
endowment

Status quo and anchoring

Comfortable taking some 
risk to achieve moderate 

growth in wealth

Recency and hindsight
Framing and cognitive 

dissonance

Confident of chasing higher 
risk for wealth creation

Over-confidence and       
self-control

A!nity and outcome



Asset
Allocation



Attributes of various asset classes

The significance of asset allocation cannot be overemphasised. It states the risk characteristics of the portfolio. Moreover, 
di"erent asset classes add various attributes to the portfolio. Hence, appropriate asset allocation is vital to achieving the 
portfolio objective of each of the risk profiles. For this analysis, the team at dezerv carried out extensive research for 
di"erent asset classes available in India.

Based on the above feasibility study, we selected the following asset classes for the integrated portfolio approach:
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Understanding
the Asset Class

Easy to
Moderate

Moderate to
Di!cult

Moderate to
Di!cult

Easy to
Moderate

Moderate to
Di!cult

Moderate to
Di!cult

Supervising
Regulation in

India

Yes

Yes

Yes

Not yet

Yes

Information
Asymmetry

Low

Medium to
High

High

Low to
Medium

High

Medium to
High

Ease of
Accessibility

Domestic
Fixed Income 

Lack of
Regulation

Asset Class

Listed Fixed
Income

Commodities

Physical Real
Estate

Listed Equity

Digital Currency

Private Equity

Costs

Low

Low to
Medium

Medium to
High

Low

Low

Medium

Liquidity

High

Medium

Low

High

Low

Low

Yes- but the sector is 
dominated by 
unorganized players

Domestic & 
International Equity

Gold through the 
ETF mode is 
easily accessible

Lack of regulation and 
dominated by the 

unorganised sector

Accessible to high 
net worth individuals 

through AIFs



The following chart illustrates the historical risk-return dynamics of various asset classes.

Domestic Equities 

Historically, equities display high volatility at short intervals but provide an upward boost to overall portfolio returns in the 
longer term. An increased emphasis is laid on large-caps over mid-caps/small-caps to take advantage of this asset class's 
growth while restricting overall portfolio volatility.

Fixed Income

Fixed income allocation acts as a bulwark during times of short-term volatility in markets. Significant allocation is to 
AAA-rated and equivalent fixed-income instruments within the fixed income universe, with limited capital deployed 
towards instruments with higher yields.

International Equities

Geographical heterogeneity is vital as developed and developing economies project di"erent market/business cycles and 
rates of growth. Hence, the portfolio is diversified across multiple economies to play the economic cycles e!ciently.

Inflation Protection

Certain asset classes act as a hedge against inflation. Out of this universe, we have chosen gold as a portfolio constituent 
for the Indian market. This is because gold has been a practical complementary asset class to fixed income and equities 
during risk-o" and risk-on periods.

Asset class Returns Standard deviation

Largecap equity

Midcap equity

Smallcap equity

Gold

International equity

AAA-rated fixed income

Credit risk – fixed income 8.06% 3.19%

12% 15.84%

14.1% 24.88%

11.79% 28.43%

9.3% 23.78%

15.86% 20.28%

8.05% 1.56%

Period- Daily rolling three-year returns data from Apr '05 to Sep '21
Instruments: Ni$y 100 TR, Ni$y Midcap 150 TRI, Ni$y Smallcap 250 TRI, Sundaram Banking & PSU Fund, SBI Credit Risk Fund, gold (INR), and 
Nasdaq-100.
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Diversification Amongst the Asset Classes 

The correlation is plotted to take the sub-asset classes into account. The correlation table signifies how much the returns 
of each asset class di"ers. Having exposure to various uncorrelated asset classes ensures that the portfolio can weather 
the storm.

Most sub-asset classes within equities have a negative co-variance with fixed income.

Domestic and global equities have a higher correlation among themselves.

Gold's correlation with the rest of the asset classes is either slightly negative or very low.

These results indicate that choosing the right combination of asset classes is vital.

Data from Ap'05 to Apr '21
Instruments: Ni$y 100 TR, Ni$y Midcap 150 TRI, Ni$y Smallcap 250 TRI, Sundaram Banking & PSU Fund, SBI Credit Risk Fund, 
gold (INR), and Nasdaq-100.

AAA Credit 
Equity

Large Cap

Equity
Large Cap

Equity
Mid Cap

Equity
Mid Cap

Equity
Small Cap

Equity
Small Cap

Gold

Gold

Nasdaq

AAA

Credit 0.66 1 0.16 0.47 0.45 -0.84

-0.070.01 0.16 1 0.85 0.84

0.12 0.47 0.85 1 0.97 -0.30

0.17 0.45 0.84 0.97 1 -0.24

-0.51 -0.84 -0.07 -0.30 -0.24 1

-0.04 0.36 0.33 0.40 0.22 -0.39

1 0.66 0.01 0.12 0.17 -0.51

Nasdaq

0.36

0.40

0.33

0.22

-0.39

1

-0.04
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E!cient Frontier For Di"erent Risk Profiles

Mr. Harry Markowitz's Modern Portfolio Theory is implemented to obtain the initial e!cient frontier and aims to maximise 
the portfolio returns at a particular level of risk. However, the standalone usage of Modern Portfolio Theory is not su!cient 
as it accounts for only historical market data.

Hence, the Black-Litterman model incorporates future expectations based on the expert view of current economic 
scenarios at the global and local levels. 
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The strategic risk profiles are classified into five distinct categories:

Risk 1

Risk 2

Risk 3

Risk 4

Risk 5
0.15

0.14

0.13

0.12

0.11

0.10

009

0.08

0.07

0.06
0.00 0.02 0.060.04 0.08 0.10

Risk Profile Risk Taking Appetite Description

Risk 3

Risk 4

Risk 5

Gold

Risk 1

Risk 2 Conservative Limiting loss is essential to such an investor

Balanced Minimising loss is as important as maximising gains

Aggressive Maximising gains is a priority

Very aggressive Maximising gains is the top priority

Very conservative Cannot tolerate any loss in capital

Re
tu

rn
s

Volatility



Portfolio
Construction



Methodology

Comparison of 
long-term averages 

and current values of 
the parameters

Identifying the 
Undervalued 

Geographies/Asset 
Classes/ Securities

Investment decision 
on Lump sum/ 

Staggered amount to 
be deployed

VC C M A AA

15.85%

17.21%

9.53%
10.95%

14.07%

A robust process is designed for identification of the undervalued  and overvalued segments based on the comparison between 
long-term average and current values on a monthly basis. Therefore, the key areas of opportunity drive the quantum of 
deployment. 
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Alpha & Beta Strategy

Passive index-based strategies provide beta-based investing, which bear a lower cost and o"er index-like returns. The 
focus is to identify the segments with high information symmetry.

The concept of index-based investing was pioneered in the 1970s by Mr. John Bogle of the Vanguard Group, which is 
currently one of the largest asset managers in the world with over USD 6 Trillion in AUM. The US market proves that this 
investing style makes markets more accessible to the public at a low cost. 

However, ETFs and index funds have a few limitations, such as an upper band on specific stocks and a focus on limited 
securities, making the portfolio concentrated. For example, SEBI has formalised the below guidelines for index-based 
strategies:

Integrated portfolio Beta strategy focuses on a well-diversified index-based strategy to mitigate the concentration risk. 
There are limited options available in India currently, which makes a strong case for introducing an Alpha strategy in the 
portfolio.

A$er a thorough analysis of performance data for large-cap, midcap, and small-cap funds, we concluded that alpha 
generation via large-caps had reduced considerably compared to the midcap and small cap-focused strategies. 
Moreover, a higher level of information asymmetry in the midcap/small-cap segment in Indian equities presents an 
unexplored value trap.
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A blend of Alpha and Beta Strategies is implemented to derive the benefits of active returns and low management costs. 

Alpha Based Beta Based

The objective is to achieve excess returns 
over the benchmark.

Works well in unexplored segments with 
good hidden value.

Provides a more profound diversification to 
the overall portfolio.

The objective is to achieve 
benchmark-equivalent returns.  
Works well in the segments with no 
information asymmetry.

Lowers the overall portfolio costs.

Portfolio Strategy

Equity: 

The index-based strategy should have a minimum of 10 stocks, with no single stock with more than 35% exposure in the 
case of sectoral ETFs. The upper limit exposure is 25% for other ETFs. In addition, the weightage of the top three 
constituents should not be more than 65% of the index, with each constituent having a trading frequency greater than 
80%.

Fixed Income: 

The index-based strategy should comprise at least eight bonds, limiting individual allocation to 15%.



Quantitative Parameters

Performance Analysis

The fund manager's past perfor-
mance relative to peers and 
benchmarks during di"erent 
market cycles

Risk Analysis

The fund manager's risk orienta-
tion as measured through active 
risk taken on the portfolio  

Attribution Analysis

Selection, allocation, and interac-
tion e"ect of the portfolio

Qualitative Parameters

AMC Pedigree

The size and experience of the 
team supporting the fund 
manager

Fund AUM

Fund size and the willingness of 
the AMC to manage it within the 
defined limits for alpha 
generation

Other Factors

Fund expense relative to peers 
and future outlook on the market 
and economy 
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Alpha/Beta strategy asset class-wise 

Alpha strategy – Fund manager selection framework

We used a comprehensive framework to calculate the fund managers' scores based on their performance across di"erent 
parameters such as outperformance in various macroeconomic environments, Sharpe and information ratio, and peer 
ranking. Post this analysis, three fund managers are selected to ensure optimal performance while avoiding 
over-diversification.

Beta Strategy- Instrument Selection Framework

In Summary, an exhaustive process is employed to select the fund managers/instruments within the Alpha and Beta 
strategies. 

Underlying Index Composition Tracking Error

Passive strategies with lower 
tracking error are filtered

Fund AUM & Expense

A reasonable fund AUM and 
lower expense ratio are 
preferred

Alpha strategy to be 
complemented by a 
well-diversified chosen index

Quantitative and Qualitative parameters



Portfolio
Monitoring



Comparison of various risk measures:

As monitoring portfolios continually is of paramount importance, we developed an integrated portfolio monitoring system. 
In addition, a comparative analysis of various portfolio monitoring methods was performed to check whether the risk 
associated with the portfolio aligns with the investor's risk appetite.

Value at Risk (VaR) measures the probability and quantum of loss in a given timeframe. In simpler terms, a one-year 95% 
VaR of 1% means that 'in one year, there is a 95% probability that the loss incurred by the portfolio will not exceed 1% of 
the portfolio's value." However, it was concluded that VaR does not indicate any information about the loss incurred in 5% 
worst-case scenarios. Hence, two other risk measures – Expected Tail Loss (ETL) and Median Tail Loss (MTL) – were 
researched. These indicate the true extent of loss that may be incurred. 

ETL and MTL
ETL is derived by taking a weighted average of the 'extreme' losses in the tail of the distribution of possible returns 
beyond the VaR cuto" point.

MTL is derived by taking the median of the 'extreme' losses in the tail of the distribution of possible returns beyond 
the VaR cuto" point. 

Both ETL and MTL are coherent risk measures as they satisfy the properties of sub-activity, monotonicity, positive 
homogeneity, and translation invariance. However, it was observed that the median is a more e"ective statistical 
measure than the average by extensive back-testing, as it is not a"ected by outliers in the dataset. Such outliers 
can exist. In reality, the existence of a perfectly normal distribution is improbable. As Ms. Natalia Nolde and Ms. 
Johanna Ziegel argued in the research paper published in CY17, MTL exhibits the property of elasticity, while ETL 
does not. 

Value at Risk
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The three risk measures were calculated for a sample portfolio based on the allocation of Risk profile 5 :

Research findings:

Results from the back-testing clearly illustrate that VaR may underestimate the amount of loss incurred on the portfolio. As 
MTL is one of the most reliable indicators, it is the primary portfolio monitoring variable being analysed along with VaR. 

VaR (95%) ETL (95%) MTL (95%)

0 6.66% 4.14%



Portfolio
Reporting
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Tax implications applicable at the asset class level are being considered to make the portfolio returns tax 
e!cient. 

For MTM securities, carry forward tax losses are adopted to o"set the losses against the gains.

In order to create more transparency in the process, the reporting process consists of both the returns as well as the 
expense incurred to generate the return. This gives a holistic picture of the actual returns earned.

Performance Monitoring

Expense Monitoring

Time-weighted rate of return is being utilized to calculate returns instead of absolute portfolio returns because it eliminates 
the e"ects on growth rates created by inflows and outflows of money in the portfolio. The time-weighted return breaks up 
the return on an investment portfolio into separate intervals based on whether money was added or withdrawn from the 
fund and a geometric mean is calculated using each holding period return.

Time-weighted rate of return

Tax Optimization



Portfolio
Rebalancing
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A deviation from the original portfolio allocation could occur because of market movement, resulting in a change in the 
capital and risk allocation of the portfolio. Hence, a periodic portfolio review is an integral step to maintain portfolio 
diversification.

Portfolio distribution across asset classes and securities is considered while allocating capital. The factors listed below are 
scrutinised:

Performance of securities: The outperformance of a few securities may eventually lead to their over-allocation in the 
portfolio. It must be rebalanced to maintain diversification. 

Cash flows from the portfolio: Any additional cash outflows/inflows should be allocated in alignment with the strategic 
risk profile of the investor.

Capital Allocation:

A prudent containment of portfolio volatility along with other risk attributes is essential. The significant risk attributes being 
monitored are listed below:

    Credit risk of the Fixed Income portfolio

    Market capitalization and sector exposure

Risk Allocation:

Concentration risk at Security and AMC level
    
Geographical distribution
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Since the entire process of investing is built around human-based decision-making, it is susceptible to biases at all 
stages. The integrated portfolio strategy aims to minimise human-based intervention and o"er rational investment 
solutions. The investment goals set out by the investor are central to the portfolio management process. The idea is to 
create a delicate balance between the subjective and objective elements involved.

There are three key risk dimensions for an investor:

Personal risk, market risk, and aspirational risk

The conventional portfolio management philosophy focuses only on market risk and benchmarks returns with the 
market. If an investor wants to break away from its wealth segment, aspirational risk needs to be taken. There is a risk of 
substantial loss of capital in aspirational risk allocation. An example of aspirational risk would be VC and investments in 
cryptocurrencies. At the same time, an allowance for personal risk results in certain but lower than market yields. Private 
insurance is an excellent example of individual risk allocation.

By risk profiling, we identify at which stages behavioural biases majorly hinder an investor's decision-making and how 
our integrated investing process eliminates them.

Summary


